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CN Earns Profit While Servin 


Canada 


Canadian National earned its first over- 
all profit in 20 years in 1976, exceeding 
its budgeted breakeven position by a 
comfortable margin. The company re- 
ported a surplus of $11.8 million at 
December 31, 1976, compared with a 
deficit of $16.4 million the year before. 


This result was obtained in the face of 
unsettled world and Canadian econo- 
mic conditions. Stringent cost control, 
alert marketing and benefits from past 
technological advances all played a 
part. 


Fulfilling mandate 

While earning a profit in 1976, CN con- 
tinued to fulfill its mandate of service to 
its owners — the people of Canada. In 
rail, intermodal, express and truck 
transportation; in hotels, real estate, 
consulting and a variety of other activ- 
ities, CN served the nation. Its efforts 
were aided by a more effective organi- 
zational structure — composed of six 
semi-autonomous, profit-oriented divi- 
sions supported by a corporate staff — 
which brought a new degree of flexibil- 
ity to meet changing market and fi- 
nancial conditions. The divisions are 
CN Rail; Grand Trunk Corporation; 
Telecommunications; Trucking and 
Express; Passenger, Hotels and Tower; 
CN Marine. The following pages tell 
the story of each profit centre’s activi- 
ties, status and outlook in 1976. 


To the Honourable 
The Minister of Transport 
Ottawa, Ontario 


Dear Mr. Minister: 


The Board of Directors submits hereunder the 
Annual Report of Canadian National Railways for 1976. 


CN is pleased to be able to report its first 
overall surplus in 20 years. This was achieved during a 
difficult period,with unsettled economic conditions external- 
ly adding to the problems of an internal reorganization into 
six profit-oriented operating divisions. The men and women 
who make up CN have responded admirably to the demands made 
upon them. The Board of Directors acknowledges this effort 
and thanks everyone responsible for the significant accomplish- 
ments and progress made. 


Yours sincerely, 
[rink Hteren 


Pierre Taschereau, Q.C. 
Chairman 


PAB ena 


R.A. Bandeen, Ph. D. 
President & Chief Executive 
Officer 


March 31, 1977 


Pierre Taschereau, Q.C. R. A. Bandeen, Ph.D. 


Results by Profit Centres 
This year’s report reflects CN’s new 
organizational structure and the table 
following was developed to show a com- 
parison between 1976 and 1975 results 
on a profit centre basis. 


Canadian National Railway System 


Statement of Income and Surplus - Division Basis 


Year ended December 31 


1976 1975 
(in millions) 
Income (Loss) from: CN Rail SASipet $2232 
Grand Trunk Corporation 1339 SH) 
CN Telecommunications 20.1 22.8 
CN Trucking 1.6 6.6 
CN Express (35.0) (39.3) 
CN Passenger (50.6) (70.9) 
CN Hotels (0.1) 3.6 
CN Marine — — 
Miscellaneous 33a (4.2) 
Income (Loss) Before 
Interest on Debt 140.7 (54.7) 
Interest Charges (Net) 128.9 (VI 3)4! 
Net Income (Loss) 
For the Year Des (168.1) 
Payments under the 
Railway Act treated as a 
prior year adjustment upon 
introduction of payments 
on a current basis — 151.7 
Surplus (Deficit) $ 11.8 $ (16.4) 


Note 1: 

The above amounts are before elimi- 
nation of interdivision transactions, 
which have been recorded primarily at 
market price and, in the case of rail 
services provided to CN Passenger by 
CN Rail, according to the formula 
used for determining costs for Govern- 
ment subsidy purposes, 


Note 2: 

Included in CN Rail and CN Passen- 
ger results are payments under the 
Railway Act covering losses, mainly 
branch line (1976 — $60.7 million, 
1975 — $36.8 million) and passenger 
services (1976 — $156.4 million, 1975 
— $118.0 million) respectively. Re- 
ceipts of a similar nature, in respect of 
prior years, are included in Miscella- 
neous (1976 — $38.1 million, 1975 
— $4.9 million). 


The Financial 
Year 


The principal reason for CN’s surplus of 
$11.8 million in 1976 was a significant 
increase in CN Rail’s income. A 
17.8% increase in operating revenues, 
brought about by rate increases and a 
4% growth in traffic, aided the income 
improvement. But the major force be- 
hind CN Rail’s financial performance 
was effective cost control. 


Grand Trunk Corporation rail opera- 
tions showed a 1976 income of $13.9 
million compared with only $3.5 mil- 
lion in 1975. This good result came 
from a combination of traffic growth, 
rate increases, and cost control. 


Show of confidence 

Late in the year CN went for the first 
time to the European market for funds 
for capital expenditure. It raised $85 
million without a Canadian govern- 
ment guarantee, a fact that indicates 
confidence on the part of international 
investors in the commercial future of 
CN. 


The long-term debt of the Company 
increased by $167.3 million during the 
year. This, combined with an overall 
increase in interest rates, resulted in 
interest charges of $128.9 million, 
$15.5 million higher than in 1975. 


Capital expenditures declined in almost 
all divisions of the Company. A com- 
parative summary for 1976 and 1975 
follows: 


Capital Expenditures 
1976 1975 
(millions) 
CN Rail $318.0 $348.2 
Grand Trunk 
Corporation L533 8) 
CN 
Telecommunications 38.2 42.2 
CN Trucking 4.0 hel 
CN Express 6.9 11.8 
CN Passenger 6.8 — 
CN Hotels ial 4.2 
Miscellaneous t3. 3a) 
409.8 460.5 
Capital Value 
of Leased Assets 
CN Rail $ 4.0 $ 62.0 
Grand Trunk 
Corporation 10.8 — 
Total $424.6 $522.5 


CN Rail 


Earnings Rise Sharply 


as Productivity Improves 


CN Rail, the division broadly respon- 
sible for CN’s Canadian railway freight 
activities, improved its earnings sub- 
stantially in 1976 despite the sluggish- 
ness of the economic recovery in 
Canada, Income was $157.1 million, 
compared with $23.2 million in 1975. 
This result was achieved despite the 
fact that revenue from carload freight 
traffic, the mainstay of CN Rail, did 
not expand as much as expected. 


There were rate increases during the 
year and traffic in revenue ton miles 
rose 4%. Productivity improvements 
also made an important contribution to 
the increase in earnings. A good mea- 
sure of rail freight productivity is 
“gross train load’, the weight of goods 
carried in each train. On this basis 
productivity was 5.1% better than in 
1975 (See Chart, page 4). 


Improvement in productivity came also 
from a successful campaign to control 
expenses. Manpower reductions were 
made in the operating, non-operating 
and administrative and management 
sectors, the two latter reflecting a con- 
tinuation of an administrative expense 
control program begun in 1975. The 
drive for improved productivity stretch- 
ed into every aspect of rail operations. 


Top Efficiency Needed 

CN Rail’s cost reduction drive takes 
account of the constant need to keep 
the railway running at top efficiency by 
world standards — a must in view of 
Canada’s geography and climate. Main- 
tenance of way expenses, for.example, 
increased by more than 12% last year 
partly because of an ongoing multi- 
year plant improvement program. 


While control over expenses is impor- 
tant, it is only one element of produc- 
tivity. In the long run it is more im- 


portant for the Company to expand 
and diversify its business volume in a 
profitable way. This requires effective 
marketing. In 1976 CN introduced 
major marketing innovations in rail 
transport which contributed largely to 
improved financial results, including a 
30% gain in revenues from intermodal 
services. Although it was a recession 
year in the competitive trucking 
industry, CN’s piggyback revenues 
showed a large increase, reflecting the 
competitive strength of the intermodal 
concept. 


R. R. Latimer 
Vice-President and 
Senior Executive Officer, CN Rail 


CN Rail’s immediate goal is to improve 
its return on investment. This means 
obtaining and retaining a greater share 
of profitable transportation markets in 
coming years. While seeking new busi- 
ness, CN must strive to handle it still 
more efficiently. Emphasis on train ser- 
vice design and locomotive and car 
utilization offers prospects for further 
productivity improvements. This is 
particularly important in view of the 
government policy of bringing Cana- 
dian fuel prices up to the international 
level, which foreshadows a heavy con- 
tinuing cost burden for fuel. 


CN Rail 
Highlights 
1976 1975 
(millions) 
Revenues $1,731.0 $1,469.5 
Expenses 1,573.9 1,446.3 
Income S$) 157-1 Ss e232 


Distribution Distribution 
of Revenues of Expenses 
1976 1975 1976 1975 
(millions) (millions) 
Carload Transportation $ 453.1 $ 418.3 
Services $1,250.1 $1,068.8 Equipment 305.6 989.5 
Intermodal i i 
ieee 164.0 126.2 Engineering DLs 194.0 
eee Total Operations 976.4 901.8 
apnares 34.2 38.0 Other Expenses 514.6 468.5 
Passenger Charges from Other 
Contract 208.7 186.6 Divisions 82.9 76.0 
Other 5.4 54 Total $1,573.9 $1,446.3 
All Other 7.9 Dek 
Government 
Payments 60.7 36.8 
$1,731.0 $1,469.5 


Total 


As another important objective, CN 
Rail will seek full compensation for 
providing services, such as grain car- 
riage under the Crowsnest Pass rates, 
in which the cost to the railway of ful- 


Gross Train Load 


filling national policies results in a 
financial loss. The report of the Snavely 
Commission on the cost to the railways 
of carrying grain, and the work of the 
Hall Commission which is studying the 


whole grain distribution system, give 
hope for a positive solution to this 
long-standing problem. 


Quick Facts 

Improvement in CN Rail income re- 
sulted mainly from increased carload 
and intermodal revenues and the con- 
tainment of railway operating ex- 
penses. There was a volume increase of 
4% in terms of revenue ton miles, 
which provided additional revenues of 
about $60 million. Rate increases pro- 
vided approximately $160 million. If 
the inflationary effect of wage, material 
and fuel increases is removed, the in- 
crease in expenses was 1.8% as com- 
pared with the 4% volume increase. 


The improved financial performance is 
reflected in the operating ratio which 
decreased from 98.4 in 1975 to 90.9 in 
1976. 


Operating revenues for 1976 amounted 
to $1,731 million, an improvement of 
$261.5 million, or 17.8% over 1975. 


Government payments of $60.7 million 
were $23.9 million higher than the 
1975 amount of $36.8 million. This 
CN Rail revenue represents a recovery 
of losses incurred in operating and 
maintaining subsidized branch lines as 
well as the “At and East” grain sub- 
sidy. 


Reducing accidents 

The improvement in the accident rate 
in 1975 continued into 1976 with a 
reduction of 24% in the number of 
train and yard accidents and reduction 
of 12% in the number of disabling in- 
juries. Track train dynamics workshops 
were presented to operating officers to 
make them conscious of operating 
changes. Their continued efforts to 
have train crews observe operating 
rules, and the continued training of 
existing and new train crews, were 
largely responsible for the improve- 
ment. Target setting for reductions 
in accidents and injuries heightened 
awareness among employees. Other 
contributing factors were improved 
levels of maintenance as well as safety 
audits performed in areas where acci- 
dents and injuries are high. 


US Operations 
Profitable 


The Grand Trunk Corporation, Cana- 
dian National’s subsidiary in the United 
States, earned income of $13.9 mil- 
lion in the face of difficult market 
conditions. The subsidiary is itself com- 
posed of three operating subsidiaries; 
The Grand Trunk Western Railroad 
Company, the Central Vermont Rail- 
way Inc. and the Duluth, Winnipeg and 
Pacific Railway Company. 


Productive Expenses 

The Grand Trunk Western’s income 
in 1976 was $1.8 million over budget 
even though costs exceeded the budget 
by nearly 8%. The extra expenses 
resulted mainly from additional traffic 
and the acquisition of new properties 
which added to maintenance and pay- 
roll costs. Such expenses can be de- 
scribed as “productive” in nature. 


Grand Trunk Corporation 
Highlights 
1976 1975 
(millions) 

Revenues $187.3 $145.9 
Expenses 177.0 144.7 
Operating Income 10.3 1.2 
Other 3.0 2.3 
Income Ses Oee po 
Net Income Lag 


Central Vermont’s income was 
$100,000 lower than anticipated in its 
budget. About half of the revenue from 
this 381-mile line in the New England 
States and Southern Quebec comes 
from newsprint and agricultural prod- 
ucts. The prolonged newsprint strike 
in Canada thus had a serious adverse 
effect on traffic in the first quarter of 
the year. 


Throughout the year CV _ exercised 
effective control over its costs. Savings 
in operating expenses offset roughly 
two-thirds of the shortfall in revenues 
from lower traffic. 


Business Good 

Business was basically good for the 
Duluth, Winnipeg and Pacific in 1976; 
potash and lumber traffic consistently 
exceeded predicted levels. Revenues 
were over budget by 13%. DWP oper- 
ates 167 miles of road from Duluth, 
Minn. to the Canadian border, serving 
to connect CN lines in Western Canada 
with the rail system of the U.S. Mid- 
west. 


Profit through Efficiency 

Like the rest of the CN System, the 
Grand Trunk Corporation is seeking to 
improve its profitability through greater 
efficiency. Freight rate increases on its 
lines probably will not be sufficient to 
offset inflationary material and wage 
cost increases in the immediate future. 
GTC’s five-year plan calls for increased 
carloadings, personnel reductions and 
general improvements in efficiency to 
Overcome rising expenses. Rising vol- 
ume and productivity gains are ex- 
pected to maintain net income at about 
the existing level for the next five years. 


J. H. Burdakin 
President, Grand Trunk Corporation 
Detroit 


Telecommunications 
Speeds up the pace 


The lagging national economy affected 
the profitability of CN Telecommuni- 
cations in 1976. Earnings were at a 
level 11.8% below those of the pre- 
ceding year. While gross revenues in- 
creased 5.7% to $125.1 million, 
income was $20.1 million compared 
with $22.8 million in 1975. 


CN Telecommunications 


Highlights 

1976 1975 

(millions) 
Revenues $125.19 31183 
Expenses 105.6 96.3 
Operating Income ERs) 224) 
Other 0.6 0.8 
Income $20.1 Bap 2en6 


CN Telecommunications provides tele- 
phone services in Newfoundland and 
Northern Canada, acts in association 
with Canadian Pacific Telecommunica- 
tions as a telegram company and a 
common carrier of data and record 
communications and supplies commu- 
nications services to CN. CNCP have 
the largest share of the highly competi- 
tive business communications market 
in Canada. Slow general business activ- 
ity was primarily responsible for the 
division’s somewhat disappointing fi- 
nancial results during the year, with 
inflation also playing its part. 


Swift changes 

It was, nonetheless, a year of progress 
for CN Telecommunications. The divi- 
sion more than kept pace with its part- 
ner and competitors, maintaining for 
Canada a place alongside the most 
advanced nations in communications. 
No industry is changing more swiftly or 
extensively; for example the telegram, 
once a standard method of communi- 
cations, seems to be on the way out. 


=] 


The use of telegrams fell again in 1976. 
CN Telecommunications, in coopera- 
tion with CP Telecommunications and 
the federal Department of Communica- 
tions, is now studying the needs of 
remaining telegram users and the ex- 
tent of their dependence on the service. 


A.J. Kuhr 
General Manager, Telecommunications 
Toronto 


During the year CNT joined with CPT 
and AGRA Industries Ltd. in a pro- 
posal to form a consortium which 
would supply a nation-wide signal 
transportation system for pay TV. In 
data communications CNCP offered a 
new series of terminals including soft- 
ware-controlled “intelligent” data-col- 
lating units. 


Legal Environment Changes 

As CNT’s system changed in 1976, so 
did the legal environment in which it 
operates. The Canadian Radio-televi- 
sion and Telecommunications Com- 
mission took over responsibility for 
telecommunications regulation from 
the Canadian Transport Commission. 
The CRTC proposes to hold hearings 
to consider changes in regulatory prac- 
tices and procedures. Meanwhile, the 
Department of Communications has 
been developing a new national tele- 
communications policy which, it is 
hoped, will set out fair competitive 
ground rules for supplying data tele- 
communications services. The new pol- 
icy may be made public in the coming 
year. 
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Trucking Shows Lower 
Operating Profit 


CN’s trucking operations showed an 
operating profit in 1976 although the 
profit was lower than in 1975. 


The Trucking division is made up of 
13 separate companies which account 
for about 3.6% of the Canadian truck 
transportation market. The division has 
2,000 employees and about 3,500 
pieces of equipment providing general 
freight service nationwide. Some of its 
subsidiaries also engage in transporting 
containers and bulk commodities. 


CN Trucking 
Highlights 
UE 
(millions) 
Revenues $73.6 $68.9 
Expenses 72.6 65.0 
Operating Income Lp 
Other 0.6 Zak 
Income $1.6 $ 6.6 


CN’s trucking operations are heavily 
dependent on general economic activ- 


Y.H. Masse 
Vice-President, 
Trucking and Express (1976) 


ity, which failed to grow as much as 
expected in 1976, making the revenue 
target for the year unattainable. Oper- 
ating income was $1 million, down 
from $3.9 million in 1975. Higher fuel 
costs and wage agreements imple- 
mented prior to the introduction of 
anti-inflation guidelines swelled expen- 
ses. These rising costs were only 
partially covered by rate increases 
during the year. A $2.1 million reduc- 
tion in other income was largely a re- 
sult of real estate sales in 1975. 


Continuing productivity and cost con- 
trol programs, and a hard look at the 
future of unprofitable units and ser- 
vices figure largely in CN Trucking’s 
plans. At the same time, it is hoped 
that the regulatory environment in 
which the division must operate will 
improve as a result of current examina- 
tion by federal and provincial authori- 
ties of the truck transport industry. A 
more uniform and stable climate for 
trucking in Canada could result from 
these studies in which the industry is 
cooperating. 


A 


CN Express Traffic off 


But $ Results Improve 


CN Express was organized as a profit 
centre in 1976, Its primary purpose is 
to provide commercial services for the 
movement of non-carload shipments 
— domestic, foreign, and air express, 
the latter in cooperation with Air 
Canada. Those services are provided 
at major and secondary terminals 
throughout Canada, using a fully inte- 
grated rail/highway transportation net- 
work; for this purpose, rail service is 
purchased from CN Rail at published 
tariff rates. A second purpose is to 
provide terminal, highway, and auto- 
motive maintenance services to other 
divisions within the CN System at com- 
mercially competitive rates. 


The overall result was $4.3 million bet- 
ter than 1975, reflecting continuing 
improvement in efficiency. An expense 
reduction program countered most of 
the cost increases for labour and mate- 
rials and total expenses were lower 
than in 1975. 


There was, however, a decline in both 
the number and size of shipments han- 
dled during the year and CN Express 
had a loss before interest charges of 
$35 million, 


Heavy competition 
Because business was scarce, competi- 
tion was heavy. There were some rate 


increases during the year but the effect, 
even when combined with increased 
productivity, was not enough to offset 
the decline in volume of business. 


CN Express 
Highlights 
1976 1975 
(millions) 
Revenues $152.6 $150.4 
Expenses CSO hal 39.7 


Income (Loss) $(35.0) $(39.3) 


In an effort to eliminate the loss, CN 
Express management has embarked on 
a selective marketing program aimed at 
increasing traffic in profitable high- 
density areas, adjusting prices to make 
optimum use of capacity and curtailing 
activities that contribute to the loss and 
cannot be made profitable. 


Operationally, it is intended to con- 
tinue to reduce costs and improve pro- 
ductivity. Chronically unprofitable ser- 
vices will be withdrawn or reduced. 
Productivity benefits should flow from 
continued conversion to highway and 
trailer-on-flatcar operations. Plans are 
afoot to reduce the number of termi- 
nals through consolidation and to im- 
prove equipment utilization. 


Passenger 
Service Changes 


CN Passenger Services were formally 
organized into a profit centre on Sep- 
tember 30, 1976 as part of the Compa- 
ny’s drive to improve overall manag- 
ement accountability and efficiency. 
The division provided intercity rail pas- 
senger service from coast to coast and 
the Roadcruiser service in Newfound- 
land. The trains were operated by CN 
Rail on behalf of Passenger Services. 


Passenger services revenues were $77.1 
million, an increase of 5.9% over 
1975. Expenses of $284.1 million were 
up 8.6%. Government payments to 
cover losses totalled $156.4 million, 
leaving a loss of $50.6 million. There 
was a dramatic increase in volume of 
business in the Québec City-Windsor 
corridor, offset to some degree by a 
general decline in long-distance pas- 
senger traffic. There was an overall 
increase of 8.3% in revenue rail pas- 
sengers carried in 1976. 


CN Passenger 
Highlights 
1976 1975 
(millions) 
Revenues 
Commercial So THe Se 72:8 
Expenses 284.1 261.7 


Operating Income 


(Loss) $(207.0) $(188.9) 
Government 
Payments 156.4 118.0 


Income (Loss) $ (50.6) $ (70.9) 


Important things were happening to 
the rail passenger business in 1976. In 
preparation for the advent of VIA — a 
single agency set up by Transport Can- 
ada to manage and market rail pas- 
senger services in Canada — joint 
studies were launched by the major 
railways and Transport Canada on the 
introduction of new high-speed trains. 
An advanced passenger train specifi- 
cation was developed and tenders for 
the equipment invited and received. In 
the meantime CN made extensive ser- 
vice changes to prepare for the new 
approach to the running of passenger 
trains in Canada. 


The VIA look 

Among the more visible changes was 
the introduction of a blue-and-gold 
VIA design scheme for passenger train 
services. Accompanied by some new 
fare plans, the change was well re- 
ceived by the public. An increase in 
patronage was evident as the year 
progressed. 


Late in the year CP Rail became for- 
mally associated with VIA through the 
publication of a joint CN-CP timetable. 
Studies by the two railways of joint 
management for passenger services 
progressed and the railways were ready 
at year end for the setting up of the 
VIA organization under which the rail- 


ways will operate the passenger trains 
on behalf of the new company on a 
fee basis. 


The advent of the new entity respon- 
sible for the non-operational aspects 
of passenger services should eventually 
relieve CN of the unsubsidized portion 
(20%) of its current losses on pas- 
senger services. Meanwhile CN con- 
tinued during the year to cooperate in 
other efforts to rationalize the national 
rail passenger system. Company action 
included presentations to Canadian 
Transport Commission hearings on 
transcontinental and regional services. 
Decisions on these services were being 
awaited at the year end. 


Hotels 


A Bad Year 


CN has just under 4,000 rooms in nine 
hotels across Canada, and not enough 
of the rooms were occupied often 
enough in 1976 to produce a profit for 
CN Hotels. 


In a year of bad business for the hotel 
industry generally, CN Hotels had a 
loss, before interest on investment, of 
$0.1 million. This compares with a 
profit of $3.6 million in 1975. The 
major factors involved were a general 
decline in demand for hotel accom- 
modation, strong competition in sev- 
eral of the cities in which CN Hotels 
operates, fewer U.S. visitors and con- 
ventions and a__later-than-planned 
opening of the CN Tower restaurants, 
operated under lease by CN Hotels. 
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CN Hotels’ operating plan had antici- 
pated a somewhat stronger national 
economy and a small growth over 1975 
at all the CN-operated hotels, with a 
considerable improvement expected 
from Jasper Park Lodge and additional 
profits expected from CN Tower res- 
taurant operations. Only Jasper Park 
Lodge attained and improved on its 
budget. 


Hilton Contribution Down 

None of the operations managed for 
CN by Hilton (Canada) Limited 
reached the forecast level of profit- 
ability. Hilton’s return to CN was 
$0.5 million, a substantial decrease 
from 1975. Of the Hilton operations, 
Hotel Vancouver had a loss of about 
$0.7 million; the Queen Elizabeth Hotel 
and Place Ville-Marie bar/restaurant 
complex in Montreal returned a much- 
reduced profit of $1.2 million. 


CN Hotels 
Highlights 
1976 1975 
(millions) 
CN Operated 
Revenues $360:2 Mibo le? 
Expenses 35,8 9297) 
Income Ee ata, 
Hilton Operated WP CL Ae 
Revenues 47.8 46.8 
Expenses 47.3, 44.0 
Income aS Bos 
Total Hotel and hn’ 
Restaurant 
Operating Income 0.9 4.5 
Divisional Expense nO 0.9 
Total Income ~ 
(Loss) (On) 23370 
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George Lach 
Vice-President, 
Passenger Services and Hotels 


Tower In Business 

The one-millionth visitor to the 1,815- 
foot-high CN Tower in Toronto passed 
through the turnstiles on December 
30, 1976, a little more than six months 
after it opened to the public. This 
tallest free-standing structure in the 
world is very much a business venture. 
Its main function is the transmission 
of telecommunications signals at a pro- 
fit to its owners. To obtain additional 
revenue the tower operates three obser- 
vation decks, a 400-seat revolving res- 
taurant operated by CN Hotels under 
lease, boutiques and other attractions. 
Operating income for the year was $1.3 
million. This should increase in 1977, 


since that will be the first full year of 
operation. 


Marine 


Running a 
Tight Ship 


Last year CN Marine evolved from 
an administrative and operating unit, 
responsible for most federally-funded 
marine services in Atlantic Canada, 
into a separate business entity within 
the CN System. At the same time, 
discussions started between CN and 
Transport Canada on the establish- 
ment of financial and service guidelines 
for CN Marine that could make the 
division responsible for capital plan- 
ning and the acquisition of ships and 


J. Gratwick 
Vice-President, CN Marine 


other facilities for the operation of the 
Newfoundland ferry and coastal ser- 
vices, the P.E.I. ferries and other East 
Coast marine services. 


During the year, improvements were 
made in most services, particularly for 
Newfoundland coastal communities 
and along the Labrador coast. Respon- 
sibility for the Saint John-Digby service 
was turned over to CN Marine from 
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Canadian Pacific on September 1, and 
winter service between Yarmouth, N.S. 
and Portland, Maine was initiated on 
November 28. 


Cost yardstick 

Increased emphasis was placed on cost 
control. Reporting and inventory con- 
trol systems were installed in various 
localities to aid management in moni- 
toring expenses. A system of allocating 
costs to different types of service is un- 
der study. This should make available 
a yardstick for measuring the division’s 
cost-effectiveness and serve as a pricing 
tool. These cost-control measures are 
an indication of CN Marine’s intention 
to run a tight ship on a business-like 
basis. 


CN Marine 
Highlights 
1976 1975 
(millions) 
Revenues S 16.7 2a) Ga 
Government 
Subsidies 85.9 95.1 
Total Income 102.6 i We Be 


Total Expenses $102.6 geod (2 


Operations 

A full reservation system was intro- 
duced for service between Nova Scotia 
and Newfoundland and, with a view to 
improving relations with customers, the 
general public and employees, CN 
Marine last year began a process of 
regular consultation with these groups. 


Despite some decline in the workload 
on coastal and ferry vessels, the total 
volume of work at the Newfoundland 
dockyard remained at a level compara- 
ble to the preceding year. The dock- 
yard is looking increasingly for outside 
repair and refit work to complement its 
function of servicing the CN Marine 
fleet. Some expansion of the present 
facilities will be needed to provide the 
flexibility necessary for these tasks. 


As traffic of all kinds continues to 
grow, CN Marine anticipates capital 
requirements of $210 million for termi- 
nal development and new ships in the 
next five years. Most of this is for new 
vessels, both for replacement and for 
speedier passenger service. 


Consulting 


CANAC’s Attainments 
More than Financial 


CANAC Consultants Ltd./Ltée is pro- 
fitable to Canadian National in a num- 
ber of ways. A wholly-owned interna- 
tional consulting subsidiary of CN, 
operated in conjunction with Air Can- 
ada, CANAC produced income of 
$0.8 million in 1976. This represented 
the fifth year of steady financial growth. 


But CANAC’s story is one of more 
than just financial success. The intan- 
gible benefits that flow from putting 
Canadian expertise to work in other 
countries cannot be exaggerated. In 
1976 CANAC carried out some 20 
projects in 15 countries exposing Cana- 
dian transportation specialists to chal- 
lenging problems in entirely new envi- 
ronments. About 300 CANAC special- 
ists and family members went abroad 
in 1976 to help other countries im- 
prove their transportation systems. 
Meanwhile CANAC acted as host to 
about 20 people from developing coun- 
tries who came to Canada for training 
which included on-the-job railroading 
experience as well as classroom work. 


The World of CANAC 

Canadian National organized an Inter- 
national Consulting Division in 1968 
to coordinate its growing involvement 
in international consultancy projects. 
In 1971 the division joined with Air 
Canada in a venture to provide con- 
sulting services world-wide covering 
the whole spectrum of transportation 
— and so CANAC Consultants Ltd./ 
Ltée was formed. 


CANAC’s services include: manage- 
ment contracts; market and economic 
surveys; route reconnaissance; location 
and construction supervision; opera- 
tions and management studies; manag- 
ement and technical training and devel- 
opment; intermodal systems studies; 
motive power and rolling stock eval- 
uation. 
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CANAC’s approach is to deploy a 
small nucleus of highly-qualified mar- 
keting and administrative staff to sell 
the transportation expertise of CN and 
Air Canada. To date it has tackled 
projects on five continents in conditions 
ranging from tropical rain forest to 
sub-arctic tundra, and has covered all 
major aspects of surface and air trans- 
portation modes. 


CANAC’s overseas projects during the 
year were carried out for commercial 


organizations, international lending 
banks such as the World Bank, and aid 
agencies such as the Canadian Interna- 
tional Development Agency (CIDA). It 
did considerable market development 
in 1976, notably a proposal on behalf 
of the Canadian Consortium CANA- 
VEN Ltd., covering plans for a major 
railway construction project in Vene- 
zuela. 


CANAC’s 1976 activities abroad re- 
sulted in a number of important con- 
tacts and preliminary discussions which 
are expected to produce concrete results 
in due course. The division appears to 
have established a reputation in the 
field of international management and 
consulting which reflects favourably on 
CN, Air Canada and Canada itself. 


Real Estate 
Earns Profit 


The company’s real estate activities 
continued to yield profitable results 
in 1976, Income from this source was 
$6.4 million, 28% higher than in 1975. 


In Winnipeg, progress was made to- 
wards redeveloping about 100 acres of 
downtown property at the confluence 
of the Red and Assiniboine rivers. CN 
is associated in this project with the 
Great-West Life Assurance Company. 


In Montreal, some 30 acres of down- 
town land at the site of the old Bona- 


SE 


Paul Blanchet 
General Manager, Real Estate 


venture Express Terminal will be re- 
leased for redevelopment with the 
construction of a new terminal cover- 
ing 225,000 sq. ft. on a 32-acre site in 
suburban Lachine. The new facility 
will serve CN customers as the hub of 
a network of efficient highway services 
extending throughout the provinces of 
Québec and Ontario, The relocation 
was made possible through an agree- 
ment with the City of Montreal which 
plans a low-cost housing project on the 
site of the old terminal. 


In Sydney, N.S., a similar but smaller 
express terminal was built during the 


year. 


New Headquarters Role 


In 1976 Canadian National spent its 
first year as a multi-divisional corpora- 
tion. Changes were made throughout 
the System as CN’s new profit centres 
were organized along divisional lines. 


Corporate Headquarters now performs 
two main functions. One is to set the 
overall policy and general objectives 
for CN and to co-ordinate the various 
activities of the Company accordingly. 
In this role, headquarters staff is re- 
sponsible for such matters as commu- 
nication with government on System 
affairs, preparation of briefs and pre- 
sentations to government departments 
and regulatory bodies, legal advice and 
service in connection with the fore- 
going, financial and policy planning, 
and the accounting for business results. 
The other main Headquarters function 
is a service one. The support provided 
to the rest of the System includes the 
services of the Law Department, the 


J. H. Spicer 
Corporate Vice-President 


W. D. Piggott 
Corporate Vice-President, 
Coordinator of CN’s structural reorganization 


Secretary’s Office, CN Police, Medical 
Department, Management Services, 
Costing and Economics Research, 
Public Relations and Advertising, the 
Corporate Comptroller and Industrial 
Relations and Organization. 


A good example of Headquarters sup- 
port services is the computer-based 
traffic reporting and control system 
(TRACS) provided by Management 
Services for CN Rail. TRACS enables 
managers across the System to monitor 
performance on a real-time basis and 
take prompt action to meet unexpected 
situations. During the year the system 
was expanded to include motive power 
control, over-the-road intermodal traf- 
fic and passenger trains. 


Another example of the support to the 
System that emanates from Headquar- 
ters is corporate advertising. Every 


week, millions of Canadian television 
viewers see the corporate advertise- 
ments based on the slogan, “At CN, 
keeping Canada on the go is a business 
as well as a responsibility.” These are 
part of a campaign to explain to the 
public the advantage to them — CN’s 
owners — of the company’s commer- 
cial orientation. Other advertising 
campaigns during the year put in- 
creased emphasis on promoting freight 
traffic and making both present and 
potential customers more aware of the 
services available from CN Rail. 


Included in CN’s advertising and pub- 
lic relations efforts during the year was 
the redesign of passenger train colours 
and creation of the VIA passenger 
symbol. This was reinforced by inten- 
sive advertising which was at least part- 
ly responsible for persuading more 
people to ride trains. 


J. M. Duncan 
Corporate Vice-President 
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CN’s People: 


Earnings and Benefits 


Increased 


CN’s workforce declined for the second 
straight year as increasing productivity 
enabled fewer people to accomplish 
more work and earn higher pay. 


The number of employees in the Sys- 
tem over the year averaged 80,073, 
down from 84,436 the previous year. 
The average annual wage per employee 
was $15,545, compared with $13,765 
in 1975. 


A two-year settlement with the Asso- 
ciated Railway Unions, effective Janua- 
ry 1, 1976, was reached in June: the 
group represents close to 60,000 com- 
pany employees. The wage increases 
agreed to —— based on the recommen- 
dations of the conciliator, Mr. Justice 
Emmett Hall — were approved by the 
Anti-Inflation Board. A similar agree- 
ment was reached with 3,008 members 
of the Brotherhood of Locomotive 
Engineers, whose contract was altered 
to run concurrently with that of the 
Associated Railway Unions. 


Training Agreement 

Other collective agreements were sig- 
ned with groups representing hotel, 
marine and police employees. Improved 
job security benefits for members of the 
Non-Operating and Shop Crafts unions 
were incorporated in an agreement 
with CN and Canadian Pacific in 
March. That same month an under- 
standing was reached between the Rail- 
way Association of Canada, represent- 
ing rail employers, and the Brother- 
hood of Maintenance of Way em- 
ployees on a training program for track 
maintenance employees. The program 
promises improved maintenance and 
higher productivity, and negotiations 
toward implementing it have begun. 


Women 
More progress was made in 1976 on 
a program to assure equality and op- 
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portunity for women in CN’s work- 
force. A series of one-day supervisory 
seminars was held in all Regions. The 
seminars are designed to change attitu- 
des and develop modern concepts of 
the role of women as employees. The 


percentage of women in the CN work- 
ing population was 5.8% at the end of 
1976. 


Suggestions 

CN’s suggestion program continued to 
draw support and produce encouraging 
results. The total amount of suggestion 
awards paid in 1976 to cover 160 em- 
ployee suggestions was $44,845, and a 
total annual net savings to the company 
of more than $150,000 is expected to 
result. The number of suggestions was 
down from 1975, but the average an- 
nual net savings and average award 
were both up. 


Pensions 


A total of 39,812 pensioners and bene- 
ficiaries under various CN pension ar- 
rangements received $116.8 million in 
1976. These benefits are exclusive of 
payments under the Canada (and Que- 
bec) Pension Plans and those under the 
U.S. Railroad Retirement Act. 


Effective January 1, 1976, pensioners 
who retired under the 1959 or 1935 
Pension Plan on or before December 
31, 1972, and widows or widowers of 
these pensioners, had their pensions 
escalated by flat rates ranging from 
$7.00 to $12.00 a month for pension- 
ers and from $3.50 to $6.00 a month 
for survivors. 


System pension costs in 1976 were 
$143.2 million, compared with $110.9 
million in 1975. 


The company cost of benefit plans 
providing health and life insurance was 
$29.8 million in 1976, compared with 
$28.7 million in 1975. 


The Industrial Inquiry Commission set 
up by the federal minister of labour to 
look into railway pension plans sub- 
_ mitted its report to the minister late in 
1976, and the report was made public 
in January 1977. 


The report showed that CN’s overall 
pension plan compares well with pen- 
sion plans in the civil service and other 
Crown Corporations and is among the 
best of those in the private sector. The 
report came out strongly in favour of 
the current practice whereby pension 
benefits are negotiable between the 
railway companies and the unions. 
Among other recommendations now 
being studied by all parties concerned 
were that trusteeship of both CN and 
CP pension plans be put in the hands 
of an independent trust company and 
that a “Heritage Fund”, contributed to 
equally by both employees and em- 
ployers be set up to provide full adjust- 
ment of past increases in the cost of 
living. 


me Outlook 


Recognizing 
CN’s Role 


Canadian National can best serve the 
interests of the people of Canada if a 
clear distinction is maintained between 
those of its services which are expected 
to be profitable and those which must 
be operated on a non-profit basis as a 
matter of public policy. This will con- 
tinue to be a guiding principle of CN 
management in the years ahead. 


After the first year of profitable oper- 
ation in 20 years, it is hoped that the 
Company will continue to improve its 
financial performance. Recognition of, 
and compensation for, losses on services 
provided in situations where public pol- 
icy requires departure from the objec- 
tive of commercial validity will greatly 
reinforce its efforts towards this goal. 


Removing Constraints 

The next year or two should see the 
resolution of many problems relating to 
the provision of non-commercial ser- 
vices. The Snavely Commission has al- 


_ready published its conclusions regard- 


ing the costs of transporting grain by 
rail. Government action to see that the 
railways receive subsidies to cover these 
losses fully would do much to ensure 
the continued financial health of CN. 


The Hall Commission now looking at 
the prairie grain gathering and distribu- 
tion system should be publishing its re- 
port early in 1977. It is hoped that its 
recommendations will lead to a more 
rational rail network in Western 
Canada. 


It is hoped also that the commission 
which is being established to inquire 
into all aspects of transportation in 
Newfoundland, will produce practical 
recommendations leading to long-term 
solutions. 


In the inter-city passenger transporta- 
tion field CN and CP Rail were at 
year’s end providing some joint ser- 
vices under VIA and were preparing 
for fuller integration as that organiza- 
tion develops. Collaboration of the 


railways and Transport Canada in this 
area is an important step in the ration- 
alization of rail passenger services in 
Canada. VIA should relieve the rail- 
ways of the financial burden of railway 
passenger services which are not com- 
mercially viable while enabling them to 
provide good and adequate services 
where the need exists. 


There is urgent need for rationalization 
of commuter services, particularly in 
the Montreal area. It is hoped that dis- | 
cussions now going on among the var- 
ious parties and governments involved 
will result in action in this field also. 


Efficiency Needed 

Although the rate of inflation declined 
in 1976, wage and material cost in- 
creases may continue to be a problem 
for some time. Under these conditions, 
it will be necessary for CN to continue 
to reduce costs and increase produc- 
tivity while making rate increases as 
required. 


A role for CN as a profit-oriented 
business corporation is by no means 
incompatible with the acknowledged | 
public service responsibilities of the 
Company. Indeed, business efficiency 
enhances CN’s ability to supply any 
public service required of it fully and 
well and as economically as possible. 
Discussion of the “‘privatization” of CN 
is consistent with this principle. Having 
other stockholders besides the federal 
government could mean a reinforce- 
ment of the corporation’s objective of 
operating along commercial lines. 


There may be a feeling that a Crown 
Corporation like CN should be con- 
cerned with social responsibilities rather 
than profits. It would, however, be 
socially irresponsible for CN to provide 
services without any concern for their 
economic viability. It should not be 
up to the management of CN to decide 
on subsidy programs to assist certain 
regions, commodities, or loss-making 
services; such decisions should be in 
the hands of Parliament. CN should be 
able to concentrate on operating its 
services efficiently, receiving full com- 
pensation for any function performed 
as a public service and with incentives 
towards efficient and economical oper- 
ation built into the subsidy system. 


| 
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Companies included in the Consolidated Financial Statements 


of the Canadian National Railway System as at 31 December, 1976 


Consolidated Companies 


Autoport Limited 

CANAC Consultants Limited 

Canac Distribution Limited 

The Canada and Gulf Terminal 
Railway Company 

Canadian National Express Company 

Canadian National Hotels 
(Moncton) Ltd. 

Canadian National Land Settlement 
Association 

Canadian National Railway Company 

The Canadian National Railways 
Securities Trust 

Canadian National Realties, Limited 

Canadian National Steamship 
Company, Limited 

Canadian National Telegraph 

’ _Company 

Canadian National Transfer 
Company 

Canadian National Transportation, 
Limited 

The Canadian Northern Quebec 
Railway Company 

Canalog Logistics Limited 

Canat Limited 


**Canaven Limited 


Central Vermont Railway, Inc. 
Chalut Transport (1974) Inc. 
Chapman Transport Limited 
CN (France) S.A. 

CN Tower Limited 


**CN Tower Restaurants Ltd. 


Cronin Transport Limited 

Domestic Two Leasing Corporation 

Domestic Three Leasing Corporation 

Domestic Four Leasing Corporation 

Duluth, Rainy Lake & Winnipeg 
Railway Company 

Duluth, Winnipeg and Pacific 
Railroad Company 

Duluth, Winnipeg and Pacific 
Railway Company 

Eastern Transport Limited 

Empire Freightways Limited 

Grand Trunk Corporation 

Grand Trunk Land Development 
Corporation 

Grand Trunk-Milwaukee Car Ferry 
Company 


Grand Trunk Radio Communications, 
Inc. 

Grand Trunk Western Railroad 
Company 

The Great North Western Telegraph 
Company of Canada 

Hoar Transport Company Limited 

Husband International Transport 
(Ontario) Limited 

Husband Transport Limited 

Husband Transport (Quebec) Limited 

Midland Superior Express Limited 

- The Minnesota and Manitoba 
Railroad Company 
- The Minnesota and Ontario 

Bridge Company 

Mount Royal Tunnel and Terminal 
Company, Limited 

The Northern Consolidated Holding 
Company Limited 

Provincial Tankers Limited 

The Quebec and Lake St. John 
Railway Company 

Royal Transportation Limited 

Swan River-The Pas Transfer Ltd. 

The Toronto-Peterborough Transport 
Company Limited 


Jointly Operated and Other 
Companies in Which the System 
has Investments 


“Airline Maintenance Buildings 

Limited 

The Belt Railway Company 
of Chicago 

Chicago & Western Indiana 
Railroad Company 

Computer Sciences Canada, Ltd. 

The Detroit & Toledo Shore Line 
Railroad Company 

Detroit Terminal Railroad Company 


“*East Yard Development Ltd. 


Eurocanadian Shipholdings Limited 
Halterm Limited 
Intercast SA 

*Matac Cargo Limited 
Metro Centre Developments Limited 
Northern Alberta Railways Company 


The Public Markets, Limited 
The Shawinigan Falls Terminal 
Railway Company 
Société du port ferroviaire 
Baie Comeau-Hauterive 
Telesat Canada 
The Toronto Terminals Railway 
Company 
*“Touram Limited 
*Venturex Limited 


*Owned on behalf of Air Canada 


** Acquired in 1976 


In addition, the property of the 
Canadian Government Railways 

is entrusted to the Canadian National 
Railway Company as part of the 
System. 


Consolidated Financial Statements 
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Canadian National Railway System 


Consolidated Balance Sheet 


ASSETS 

Current Assets Cash 
Accounts receivable 
Material and supplies 
Other current assets 


Insurance Fund 
Investments 
Property Investment 


Other Assets and 
Deferred Charges 


Unamortized discount on long-term debt 
Other assets 
Deferred charges 


LIABILITIES 
Current Liabilities Bank and other loans payable 
Accounts payable 

Accrued charges 


Other current liabilities 
Provision for Insurance 


Other Liabilities and 
Deferred Credits 


Long-Term Debt 
Capital Stock of 


Subsidiary Companies 
Owned by Public 


SHAREHOLDER’S 6,000,000 shares of no par value capital stock 
EQUITY of Canadian National Railway Company 
4% preferred stock of Canadian National Railway 
Company 


Capital investment of Government of Canada in 
Canadian Government Railways 

Reduction in recognition of depreciation attributable 
to years prior to the adoption of depreciation 
accounting 

Earned surplus — net income for the year 
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December 31 


1976 1975 | 
(in thousands) 

Swe, Ube $ 23,306 
274,136 236,664 
216,326 184,818 

87,000 97,558 
589,524 542,346 
14,708 lone 
416,755 449,744 
3,312,362 300k eG 
4,146 5,023 
23,050 22,129 
37,506 32,198 
64,702 59,350 
$4,398,051 $4,952,538 

$ 119,500 $ 161,264 
Pele 214,195 
150,767 127,520 

60,621 © 52,001 
552,505 554,980 
14,708 13;572 
OT 323 83,911 
2,238,381 2,071,124 
4,345 4,345 
359,963 359,963 
1,504,478 1,436,246 
428,397 428,397 
(807,813) — 
11,764 — 
1,496,789 2,224,606 
$4,398,051 $4,952,538 
S. D. H. Thomas, 


Corporate Comptroller. 
February 25, 1977. 


Canadian National Railway System 
Consolidated Statement of Income and Surplus 


Year ended December 31 
1976 1975 
(in thousands) 


Revenues $2,454,501 $2,081,100 
Expenses 2,322,459 2,138,401 
Operating Income (Loss) 132,042 (57,301) 
Other Income 8,680 2,610 
Income (Loss) Before Interest on Debt 140,722 (54,691) 
Interest 

Interest on long-term debt, less interest 

received on loans to Air Canada 120,809 96,483 
Net interest on short-term financing 8,149 16,942 
128,958 113,425 

Net Income (Loss) For The Year 11,764 (168,116) 


Payments under the Railway Act treated as 
a prior year adjustment upon introduction 
of payments on a current basis a 151,748 


Surplus (Deficit) $ 11,764 $ (16,368) 


Canadian National Railway System 


Consolidated Statement Of Changes In Financial Position 


Funds Provided 


Funds Used 


Increase (Decrease) 
In Working Capital 
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Deficiency of Working Capital, Beginning of Year 


Net income (loss) for the year 

Add/ (deduct) items not involving the current 

provision or use of funds 

— depreciation 

— equity in net (income) loss of companies 
accounted for by equity method, less dividends 
received 

— other 


Funds from (used in) operations 


Payments under the Railway Act treated as a prior 
year adjustment upon introduction of payments 
on a current basis 

Sale of 4% preferred stock 

Government of Canada in respect of deficit 

Government of Canada loans 

— as authorized by CNR Financing and Guarantee 
Acts of 1941 and 1942, for purchase of unmatured 

securities of the Company as required by 
conditions of their issue 

— as authorized by CNR Refunding Act, 1955, 
for payment of outstanding securities of the 

Company at maturity 

— for capital expenditures 

Issuance of CNR Bonds 

Repayments of advances by Air Canada 

Long-term financing for purchase of rolling stock 

Sale of rolling stock purchased in prior year and 
leased back in current year 

Retained proceeds from properties retired 


Total Funds Provided 
Additions to property investment 
Investments in jointly-operated and other companies 


Reduction of long-term debt 


Total Funds Used 


Working Capital (Deficiency), End of Year 


Year ended December 31 


1976 1975 
(in thousands) 
$ (12,634) $ (5,455) 
11,764 (168,116) 
154,526 146,902 
(48) 3,158 
(2,198) 563 
164,044 (17,493) 
— 151,748 
68,232 62,056 
— 16,368 
7,134 8,013 
— 6,000 
— 135,000 
83,232 —_ 
33/343 — 
130,184 50,541 
5,001 34,857 
23,394 21,530 
514,564 468,620 
411,476 444 376 
142 12367 
53,293 19,256 
464,911 475,799 
49,653 (7,179) 
$ 37,019 $ (12,634) 


Notes To Consolidated Financial Statements 


NOTE 1: 
Summary of Significant 
Accounting Policies 


Introduction 

All references in these Notes to the 
“Company” include the Canadian 
National Railway Company and its 
consolidated subsidiaries, and all 
references to the ‘‘System’’ mean 
Canadian National Railway Company 
and its consolidated subsidiaries 
together with the lines of railway and 
marine, telecommunications and 
other property owned by the Govern- 
ment of Canada and entrusted to 

the Company for management and 
operation. 


Principles of Consolidation 
Consistent with the legislation gov- 
erning the System, the consolidated 
financial statements include the 
accounts of the Canadian Govern- 
ment Railways, entrusted to the 
Company by the Government of Can- 
ada. They also include the accounts 
of all subsidiaries except Air Canada, 
the investment in which is carried 

at cost. The Company does not have 
effective control over the opera- 
tions of Air Canada which reports 
separately to the Minister of Trans- 
port. See also Note 2 regarding 
pending legislation affecting CN’s 
investment in Air Canada. 


Investments in jointly operated 
companies in which the Company 
has less than a majority interest 
are accounted for by the equity 
method where appropriate. 


Material and Supplies 

The inventory has been priced at laid 
down cost based on weighted aver- 
age cost for ties, rails and fuel, latest 
invoice price for new materials in 
stores, and at estimated utility or 
sales value for usable second hand, 
obsolete and scrap materials. 


Insurance Fund 

The System is self-insured for var- 
ious risks, maintaining a separately 
invested fund. The provision for 
insurance represents the estimated 
amount of self-insured losses to 

be adjusted. 


Property 

Property is carried at cost, which, 

in the case of properties brought into 
the System at January 1, 1923, is 

the aggregate of the values then ap- 
pearing in the books of the railways 
now comprised in the System, less a 
contribution from the Government 

of Canada at the time of capital 
revision in 1937. 


Accounting for railway and telecom- 
munications property is carried out 

in accordance with rules issued by 
the Canadian Transport Commission 
and the Canadian Radio-television 
and Telecommunications Commis- 
sion respectively (Canadian property), 
and the Interstate Commerce Com- 
mission (United States property), 
except, in the case of United States 
property, for the application of 
depreciation accounting to ties, rails, 
other track material and ballast as 
referred to below under Depreciation. 
Major additions and replacements 
generally are capitalized with the ex- 
ception of labour costs relating to 
track material replacement which are 
charged to expense. 


The cost of depreciable assets 
retired or disposed of, less salvage, 
is charged to accumulated depre- 
ciation, in accordance with the group 
plan of depreciation. 


Depreciation 

Depreciation is calculated at rates 
sufficient to write off properties over 
their estimated useful lives, gen- 
erally on a straight-line basis in ac- 
cordance with the group method. 
For railway and telecommunications 
properties, certain rates are author- 
ized by the Canadian Transport 
Commission, the Canadian Radio- 
television and Telecommunications 
Commission and the Interstate 
Commerce Commission. The rates 
for significant classes of assets 

are as follows: 


Ties 3.25% 
Rails 1.15% 
Other track material 1.90% 
Ballast 4.00% 
Road locomotives 4.60% 
Freight cars 2.97% 
Commercial communica- 

tion systems 3.73% 


During 1976, depreciation account- 
ing, as described above, was 
adopted for certain United States 
properties, namely, ties, rails, other 
track material and ballast, which 
previously were accounted for on 

a replacement accounting basis 

in accordance with the rules of the 
Interstate Commerce Commission. 


This change was made in order to 
account for all such System assets 
on the same basis. The effect of this 
change on the System’s earnings 
for 1976 is insignificant. The cumul- 
ative effect to December 31, 1975, 
amounts to approximately $10.9 mil- 
lion and has been included in the 
adjustment for unrecorded deprecia- 
tion which has been correspond- 
ingly increased. See Note 3. 


Leases 

Rentals under lease arrangements 
are charged to expense on an accrual 
basis. 


Pensions 

Expenses are charged with payments 
to the various pension trust funds 

as required by regulatory authorities 
to cover both current service cost 
and the amortization, including inter- 
est, of unfunded liabilities over 
various periods to 2027. 


Foreign Exchange 

Assets and liabilities in foreign cur- 
rencies have been translated into 
Canadian dollars at current rates ex- 
cept for investments, property 
investment and long-term debt for 
which historical rates have been 
used. Gains or losses on exchange 
are included in income. This 

policy represents a change from 
previous years when assets and 
liabilities in United States funds were 
translated into Canadian funds 

on the basis that one Canadian dol- 
lar equalled one United States 
dollar. The effect of this change is 
insignificant. 
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NOTE 2: 
Investments 
The composition of investments is as follows: 
December 31 
1976 1975 
(in thousands) 
Air Canada (wholly-owned subsidiary), at cost 


Capital stock $ 5,000 $ 5,000 
Debentures 95,086 95,086 
Advances 249,391 282,733 
349,477 382,819 
On October 28, 1976, legislation was introduced in 
Parliament which, if enacted, would cancel the Air 
Canada shares held by the Company and authorize 
cancellation of Company debt to the Government 
equal to the Company’s investment in the capital 
stock of Air Canada. Such legislation would also 
authorize the Government to cancel Air Canada debt 
to the Company and matching Company debt to 
the Government. 
_ Jointly-operated companies, on equity method where 
appropriate 
Chicago & Western Indiana 
Railroad Company 9,033 8,881 
The Detroit & Toledo Shore 
Line Railroad Company 5,543 5,347 
Northern Alberta Railways 
Company 26,563 26,580 
The Toronto Terminals 
Railway Company 9,182 9,182 
Other 4,957 4,935 
55,278 54,925 
Other companies, at cost 
Eurocanadian Shipholdings 
Limited 11,900 11,900 
Intercast, S.A. 100 100 
12,000 12,000 
Total $416,755 $449,744 
NOTE 3: 
Property Investment 
December 31, 1976 December 31, 1975 
Accumulated Accumulated 
Cost Depreciation Net Cost Depreciation Net 
(in thousands) 
Canadian Lines (1) $4,835,383 $2,198,797 $2,636,586 $4,570,040 $1,376,829 $3,193,211 
Grand Trunk 
Corporation 330,297 116,141 214,156 290,356 75,344 215,012 
Telecommunications 443,594 153,205 290,389 425,435 125,709 299,726 
Hotels 115,866 48,435 67,431 111.059 26,693 84,366 
Separately-operated 
trucking companies 50,752 25,014 25,738 50,241 22,760 27,481 
Other 85,066 7,004 78,062 TA,073 3,343 67,730 
$5,860,958 $2,548,596 $3,312,362 $5,518,204 $1,630,678 $3,887,526 


(1) Includes CN Rail, CN Express, CN Passenger and CN Marine properties. 
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For Canadian properties, deprecia- 
tion accounting was introduced for 
equipment in 1940, for hotel proper- 
ties in 1954, and for track and road 
structures and all other physical 
properties except land in 1956. For 
United States properties, depre- 
ciation accounting was introduced 
for ties, rails, other track material and 
ballast in 1976. Other United States 
properties have been effectively 
depreciated since acquisition. 


NOTE 4: 
Long-Term Debt 


Bonds 


Canadian National 5%, 18 Year Bonds (a, b, d) 
Canadian National 4%, 23 Year Bonds (a) 

Canadian National 534%, 25 Year Bonds (a, b) 
Canadian National 89%, 10 Year Bonds 

Canadian National 5%, 27 Year Bonds (a, b) 

Buffalo and Lake Huron 5% %, 1st Mortgage Bonds 
Buffalo and Lake Huron 5% %, 2nd Mortgage Bonds 


Total Bonds 
Government of Canada Loans 


In 1976 the System recorded by a 
charge of $807.8 million to Share- 
holder’s Equity and a corresponding 
credit to accumulated depreciation 
on property investment, the de- 
preciation not previously recorded 
by Canadian and United States lines 
with respect to the years prior to 
adoption of depreciation accounting. 


Maturity 


May 15, 1977 
Feb. 1, 1981 
Jan. 1, 1985 
Nov. 15, 1986 
Oct. 131987 
Perpetual 
Perpetual 


Canadian Government Railways, advances for working capital (c) 
Financing and Guarantee Acts loans (c, d) 
Refunding Act, 1955 loans for debt redemption (c, d) 


Loans for capital expenditures (c, e) 


Amounts included in current liabilities 
Total Government of Canada Loans 


Other 


Amounts owing under equipment purchase agreements (f) 


Amounts included in current liabilities 


Total Other 
Total Long-Term Debt 


a Guaranteed by the Government 
of Canada. 


b Amounts up to ¥2% of original 
principal amount may be purchased 
quarterly through purchase funds 
operated under the conditions of 
each issue. 


c Weighted average interest rate 
on Government of Canada loans 
outstanding at December 31, 1976 
was 7.73% per annum. 


d Government of Canada loans in 
the amount of $624.5 million and 
Canadian National 18 year Bonds, in 
the amount of $68.8 million at De- 
cember 31, 1976, falling due within 
twelve months are included in long- 
term debt rather than in current 
liabilities at that date, since they are 
expected to be refinanced with the 
Government, as described in Note 
4(g) below. The Government of Can- 
ada loans comprise $452.2 million 

in the form of six-month or demand 
notes and $172.3 million of other 
loans. 


Currency 
in which 
payable 


Canadian 
Canadian 
Canadian 
U.S. 
Canadian 
Sterling 
Sterling 


Canadian 
Canadian 
Canadian 
Canadian 


U.S. 


December 31 
1976 1975 

(in thousands) 
$ 68,775 70,885 
300,000 300,000 
79,667 82,017 
83,232 — 
125,381 129,987 
795 795 
1,228 1,228 
659,078 584,912 
16,984 16,984 
271,193 264,059 
991,859 1,025,543 
131,486 134,236 
(6,379) (2750) 
1,405,143 1,438,071 
179,446 50,541 
(5,286) (2,400) 
174,160 48,141 
$2,238,381 $2,071,124 


e Payable by semi-annual instal- 
ments of $7.16 million covering 
principal and interest to August 21, 


1995. 
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f Secured by rolling stock. Rep- 
resents an amount of U.S. $180.142 
million payable by principal instal- 
ments as follows: 


Principal Annual 
outstanding Semi-annual Period Interest 
Dec. 31, 1976 Instalment Commencing To Rate 
(in thousands) 
$ 10,800 $ 1,200 January 1977 January 1981 9.00% 
38,000 1,900 July 1981 January 1991 9.75% 
50,000 2,500 July 1981 January 1991 9.75% 
940 January 1977 July 1981 
19,160 1,880 January 1982 July 1982} 8.50% 
662 July 1977 January 1982 
2,209 4,323 July 1982 January 1083 8.00% 
33,840 1,880 January 1983 July 1991 9.00% 
23,808 1,323 July 1983 January 1992 8.50% 
Quarterly 
Instalment 
1;2¢5 67 January 1977 July 1981 8.35% 
$180,142 


g Principal amounts due in the years 
indicated, and expected Govern- 
ment refinancing, on debt outstand- 
ing at December 31, 1976 are as 
follows: 


Principal Expected 
amount Government 
maturing refinancing 
(in thousands) 
Year ending December 31: 
1977 $253,642 $241,074 
1978 69,626 55,800 
1979 re Rote Hse i 317,000 
1980 98,021 81,000 
1981 485,121 467,250 
1982-1986 254,780 79,667 


Amounts of maturing principal for 
each period, shown as ‘‘Expected 
Government refinancing”’ in the 


refinancing represent the principal 
amount of the 898 % bonds, due 1986, 
including amortization of a portion 


Government at maturity. The out- 
standing principal amount of these 
loans was $452.2 million at 


December 31, 1976. 


above table, represent the portion 
of principal amounts maturing of 

a type which has been customarily 
refinanced with the Government 

in the past. On January 1, 1977, a 
loan of $100 million under the 
Refunding Act matured and was 
refinanced. The most recent refinan- 
cings with the Government were 
made subject to amortization of the 
principal amount over a period of 
20 years. It is to be expected that at 
least some portion of future re- 
financings will be subject to amor- 
tization. Principal amounts maturing 
in excess of expected Government 
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of the principal amount thereof prior 
to maturity and amounts required 
for amortization of debt with respect 
to which amortization schedules 
have been fixed. 


Excluded from principal amounts 
maturing in the above table is 

the principal amount of Government 
loans under various Canadian Na- 
tional Railways Financing and 
Guarantee Acts and the Canadian 
National Railways Refunding Act, 
1955, which are in the form of six- 
month or demand notes and have 
been consistently refinanced with the 
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NOTE 5: 

Capital Stock 

a The capital stock of the Canadian 
National Railway Company (other 
than the 4% preferred stock) and the 
capital investment of Her Majesty 
‘in the Canadian Government Rail- 
ways are included in the net debt 

of Canada and disclosed in the his- 
torical record of government 
assistance to railways as shown in 
the Public Accounts of Canada. 


Balance — beginning of year 
Purchased during year 
Balance — end of year 


NOTE 6: 
Major Commitments 
a The Company has commitments 
as at December 31, 1976, for rentals 
under leases, of which the significant 
portion is in respect of railway rol- 
ling stock as shown below: 
Years ending 
December 31 


(in thousands) 


nor? $64,670 
1978 63,740 
1979 64,875 
1980 65,984 
1981 65,360 
1982-1986 310,760 
1987-1991 165,730 
1992-1996 4,843 
1997 383 


b Payments under rolling stock 
lease arrangements in 1976 totalled 
approximately $54 million. 

c In 1976 the Company entered 

into a sale, at book value, and lease- 
back over 15 years of railway 

rolling stock having a book value 

of $5.001 million. 

d Canaven Limited, a wholly-owned 
subsidiary of the Company, was 
incorporated in 1976 to bid for the 
construction, equipping and com- 
missioning of a new railway line in 
Venezuela. Although Canaven sub- 


b As authorized by annual Govern- 
ment appropriation the Government 
of Canada has purchased 4% 
preferred stock during the two years 
ended December 31, 1976, at the 
price of $1 per share, in amounts 
equal to approximately 3% of gross 
revenues for the period, as follows: 


Year ended December 31 


1976 1975 

(in thousands of shares) 
1,436,246 1,374,190 
68,232 62,056 
1,504,478 1,436,246 


mitted the low bid of $959 million, its 
bid was non-compliant in some 
respects with the detailed instruc- 
tions given bidders. No decision 
regarding the bids has yet been com- 
municated to Canaven by the 
Government of Venezuela. 


NOTE 7: 
Subsidies 
Revenues include the following subsidies: 


a payments under the Railway Act paid by the 
Government of Canada under authority of 

that Act and Appropriation Act No. 4, 1975 in 
respect of certain uneconomic operations, 
services and prescribed rates which railways 
are required by the Railway Act to maintain 


b vessel subsidies 


c Maritime Freight Rates Act and Atlantic 
Region Freight Assistance Act subsidies 


1976 


1975 


(in thousands) 


$ 255,218 
$ 85,863 
$ 15,332 


$ 
$ 


$ 


159,706 
95,099 


14,654 
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NOTE 8: 
Pensions 


Unfunded liability to be 
funded by annual payments to: 
1992 
1996 
2014 
2027 

Total 


Cost for pension plans 


Effective January 1, 1976, the un- 
funded liability was increased by 
$289 million, as a result of increases 
in pensions of existing pensioners 
and an actuarial valuation as at 
December 31, 1975, the previous 
actuarial valuation having been 
made as at December 31, 1972. This 
increase is being funded by annual 
payments of $29,791,000, principal 
and interest, to 1992. The total 
unfunded liability is being funded 
and charged to operations in 

annual amounts including principal 
and interest of $103,477,800 to 
1992, $27,046,300 from 1993 to 1996, 
$22,936,300 from 1997 to 2014 and 
$22,040,000 from 2015 to 2027. 


NOTE 9: 

Income Taxes 

Provision for income taxes of $6 
million has been reduced by $5.6 
million by claiming capital cost 
allowances for income tax purposes 
higher than depreciation charged 
for book purposes. Undepreciated 
capital cost for income tax purposes 
exceeds the net book value of 
depreciable assets by about $1,500 
million which is available to reduce 
taxable income of future years. 


The unfunded liabilities of the Com- 
pany’s various pension plans and 
the cost for such plans were as 
follows: 


At December 31 
1976 


1975 
(in thousands) 


$ 718,306 $ 452,641 
43,414 44,347 
14,342 14,490 
297,000 297,542 

$1,073,062 $ 809,020 


Year ended December 31 


1976 1975 
(in thousands) 
$ 143,207 $ 110,891 


NOTE 10: 
Anti-Inflation Act 


The Anti-Inflation Act, effective 
October 14, 1975, provides for the 
restraint of profit margins, prices, 
dividends and compensation. The 
System is subject to this legislation 
and has no unrecorded or contingent 
liability in that respect. 


NOTE 11: 
Restatement of Comparative 
Figures 


During 1976, changes were made to 
improve the classification of certain 
items and for comparative purposes 
the related figures for 1975 have 
been restated. 


NOTE 12: 
Subsequent Events 


a During March 1977, CN issued 
and sold 87s % Bonds payable in 
Canadian funds due March 1, 1987, 
in the amount of $60 million. 


b On January 12, 1977, VIA Rail 
Canada Inc. was incorporated. It is 
intended to be a wholly-owned 
subsidiary of CN and the vehicle for 
providing unified management and 
control for rail passenger services 
in Canada. 


24 


Auditors’ Report 


COOPERS & LYBRAND 


CHARTERED ACCOUNTANTS 


To The Honourable The Minister of Transport, 


Ottawa, Canada. 


We have examined the consolidated balance sheet of the Canadian 
National Railway System as at December 31, 1976 and the consolidated statements 


of income and surplus and changes in financial position for the year then ended. 


Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we 
considered necessary in the circumstances. 


In our opinion these consolidated financial statements are properly 
drawn up so as to give a true and fair view of the state of affairs of the 
System as at December 31, 1976 and the results of its operations and the 
changes in its financial position for the year then ended, in accordance with 
generally accepted accounting principles which, except for the change to 
depreciation accounting in respect of certain assets and the change in 
accounting for foreign exchange referred to in Note 1, have been applied on a 
basis consistent with that of the preceding year. 


Also, in our opinion, proper books of account have been kept and 
the transactions that have come to our notice have been within the powers of 


the System. 


Our audit report on the consolidated financial statements for the 
year ended December 31, 1975 referred to the fact that depreciation had not 
been recorded in earlier years. This deficiency was made good in 1976 as 


referred to in Note 3. 


Montreal, Canada, 


February 25, 1977. Chartered Accountants. 
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Pension Trust Funds - 1959 and 1935 Pension Plans - 


Consolidated Statement of Financial Position as at December 31 


Investments 


Bonds — quoted market value 1976 — $390,587; 


1975 — $290,620 
Mortgages and loans — secured by real estate 


Real estate 
Equities 
— stocks $465,833 
— convertible debentures 10,101 
— funds temporarily invested 
pending purchase of stocks 91,620 


Total — quoted market value 1976 — 
$527,343; 1975 — $472,937 
Short-term investments 


Cash in banks 


Accounts receivable — Canadian National Railways 
Accrued interest and other assets 


Amount required from the Company for funding in 
accordance with the Pension Benefits Standards 
Act, to be liquidated by annual payments to 
September 30, 2027 

Balance, beginning of year 

Add increases during year 

Deduct — unfunded liability applicable to the 


1975 U.S. Pension Plan 


— principal payments 
Balance, end of year 


Auditors’ Report 


To the Trustee, 
Canadian National Railways 
Pension Funds. 


We have examined the consolidated 
statement of financial position of 

the Pension Trust Funds — 1959 and 
1935 Pension Plans of Canadian 
National Railways as at December 
31, 1976. Our examination was made 
in accordance with generally ac- 
cepted auditing standards, and 
accordingly included such tests and 
other procedures as we considered 
necessary in the circumstances. 

The actuarial liability for pensions is 
the subject of a separate certificate 
of independent actuaries which 
accompanies the consolidated state- 
ment of financial position, the last 
actuarial valuation having been made 
as of December 31, 1975. 


In our opinion, based on our exami- 
nation and the actuarial certificate, 
this consolidated financial statement 
is properly drawn up so as to give 

a true and fair view of the state of 
affairs of the Pension Trust Funds as 
at December 31, 1976 and the re- 
sults of their operations for the year 
then ended, in accordance with 
generally accepted accounting prin- 
ciples applied on a basis consistent 
with that of the preceding year. 


Also, in our opinion, proper books of 
account have been kept and the 
transactions that have come under 
our notice have been within the 
powers of the Trustee. 


Coopers atnd 


Chartered Accountants. 


February 25, 1977. 
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1976 1975 

~-(in thousands) 7 

$ 443,470 $ 369,671 
323,413 312,034 
63,486 eich) 
567,554 523,134 
44,668 32,802 
1,442,591 1,275,216 
136 165 

4,443 6,435 
14,704 14,177 
1,461,874 1,295,993 
794,530 745,482 
289,271 73,706 
ut (9,892) 
(25,081) (14,766) 
1,058,720 794,530 
$2,520,594 $2,090,523 


Pension Trust Funds - 1959 and 1935 Pension Plans - 


Consolidated Statement of Financial Position as at December 31 


Actuarial Liability 
for Pensions 


Balance, Beginning of Year 


Additions During Year 

Increases in liability for pensions resulting from 
— Actuarial valuation as at December 31, 1975 
— Pension plan changes 

— Increases in pensions of existing pensioners 


Contributions by employees on account of 
— Current service 


— Prior years’ service 


Contributions by the Company, 


including principal payments $141,755 
Principal payments applied to 
unfunded liability 25,081 


Net earnings on investments 


Deductions During Year 


Pensions paid 


Refunds on termination of service 
Net reduction in actuarial liability for pensions on 
establishment of the 1975 U.S. Pension Plan 


Balance, end of year 


Actuarial Certificate 


To the Trustee, 
Canadian National Railways 
Pension Funds. 


This is to certify that the liability for 
pensions shown in the consolidated 
statement of financial position of 

the Pension Trust Funds — 1959 and 
1935 Pension Plans of Canadian 
National Railways as at December 31, 
1976, amounting to $2,520,594,000. 
in my opinion, represents adequate 
provision for the accumulated lia- 
bilities for pensions then approved 


and in force, pensions awaiting 
approval and pensions accrued to 
the above date in respect of em- 
ployees then in service under the 
1959 and 1935 Pension Plans. 


Hk hte 


Fellow of the Canadian Institute 
of Actuaries. 


William M. Mercer Limited, 
Montreal, February 24, 1977. 


1976 1975 
(in thousands) 

$2,090,523 $1,915,553 

266,934 — 
_— 49,890 
22,337 23,816 
289,271 73,706 
52,408 49,817 
6,219 6,774 
58,627 56,591 
116,674 94,746 
83,377 69,728 
258,678 221,065 
2,638,472 2,210,324 
109,309 93,567 
8,569 4,981 
— 21,203 
117,878 119,801 
$2,520,594 $2,090,523 

S. D. H. Thomas, 


Corporate Comptroller. 


of, 


Notes to Pension Trust Funds Consolidated Statement 


of Financial Position 


1. Summary of Significant 
Accounting Policies 


Plans included in Statement 

The Pension Trust Funds Consoli- 
dated Statement of Financial Position 
includes the actuarial liability for 
pensions with respect to the 1959 
and 1935 Pension Plans and the re- 
lated investments and unfunded 
liability. 


Consolidation of Real Estate 
Subsidiaries 


The Pension Trust Funds have 
invested in real estate through the 
ownership of a number of wholly- 
owned real estate companies. The 
accounts of those companies are 
consolidated with the accounts of the 
Pension Trust Funds. 


Investment Valuation 


a Bonds are carried at their amor- 
tized value, plus deferred amounts 
arising from exchanges made to 
improve yields which are written-off 
over the remaining life of the bonds 
sold; 


b Mortgages and loans are carried 
at outstanding principal balances; 


c Real estate consists of land and 
buildings. Land is carried at cost and 
buildings at cost less encumbrances 
and accumulated depreciation; 


d Equities and short-term invest- 
ments are carried at cost. 


The quoted market value of invest- 
ments in bonds and equities is based 
on the closing market quotations 

as of December 31. 


Actuarial Method 

The funding of the Plans’ benefits 
including liquidation of the unfunded 
liability, meets the requirements of 
the Pension Benefits Standards Act 
and regulations thereunder as 
modified by regulations not yet pub- 
lished but applied by the Department 
of Insurance. 


Contributions by the Company are 
determined in accordance with the 
accrued benefit-unit credit cost 
method. 
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The principal assumptions under- 
lying the actuarial computations 
adopted by the Plans’ actuary have 
been developed from the actual 
experience of the Plans in regard to 
the members’ mortality, disability, 
retirement, termination of employ- 
ment, and merit and periodic 
increases in earnings. During 1976, 
as part of the 1975 valuation, the 
assumptions relating to wage infla- 
tion and mortality experience after 
retirement were strengthened. 


For the purpose of the Actuarial 
computations the Pension Trust Fund 
is assumed to earn 72% per annum 
on its investments, and future in- 
creases in members’ earnings have 
been projected using a scale of 
economic increases consistent with 
that assumption. 


Accounting for Contributions 
Contributions from employees are 
recorded in the period that CN makes 
payroll deductions. 


Contributions by the Company are 
recorded monthly, based upon 
amounts required to be funded with 
respect to accrued liabilities and the 
Company’s current service liability. 


Income Determination 

Dividend income is recorded as of 
the ex-dividend date. Income from 
other investments is recorded as 
earned on an accrual basis. 


Gain or loss on sales of equities is 
based on the average cost. 


2. Commitments 


Outstanding commitments to pur- 
chase mortgages and real estate 
investments amounted to $98,009,610 
at December 31, 1976. 
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